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The National Rural Telecom Association ("NRTA"), the Organization for the

Promotion and Advancement of Small Telecommunications Companies ("OPASTCO"),

and the United States Telecom Association ("USTA") (collectively "the Associations"),

hereby submit their joint reply comments to the Commission's Further Notice of

Proposed Rulemaking concerning the recommendation of the Federal-State Joint Board

on Universal Service on the Rural Task Force Recommendation. I

I. Introduction

As stated in their initial comments,2 the Associations generally agree with the

Joint Board that the Rural Task Force Recommendation provides a sound foundation for

universal service reform. The plan contained in the Petition for Rulemaking of the LEC

Multi-Association Group ("MAG")3 is largely complementary to the Rural Task Force

I 66 Fed. Reg. 7867 (Jan. 26, 200 I) ("Further Notice").
2 Associations comments, In the Matter of Federal-State Board on Universal Service, CC Docket No. 96
45 (filed Feb. 26, 2001)("Associations comments").

3 Multi-Association Group (MAG) Plan for Regulation ofInterstate Services ofNon-Price Cap
Incumbent Local Exchange Carriers and Interexchange Carriers, Notice of Proposed Rule, 66 Fed. Reg.
7725 (Jan. 25, 2001) ("MAG Notice"). The Associations all are members of the LEC Multi-Association
Group, which will file separate replies in the MAG Notice proceeding.
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Recommendation, although it takes a more comprehensive approach to universal service,

access charges and incentive regulation. The Associations continue to support the

adoption of those components of the Rural Task Force Recommendation that are

consistent with the MAG Plan. However, where the MAG Plan is more specific or

different from the Rural Task Force Recommendation, the MAG proposal should be

adopted.4 The Commission is correct to consider the two plans concurrently, but in

separate proceedings.5

These reply comments focus specifically on three issues: the overwhelming

support for adopting the Rural Task Force's recommendation to use an embedded cost

methodology to size the rural high-cost fund; the need to lift the "interim" cap on high-

cost support and remove the corporate operations expense limitation; and the need to

eliminate Section 54.305 of the Commission's rules6 which limits the support available to

upgrade acquired exchanges.

4 Many commenters agree with the Associations that the MAG plan is generally consistent with the Rural
Task Force Recommendation, although some modifications to the Rural Task Force Recommendation are
desirable. See Arizona Local Exchange Carrier Association ("ALECA") at 2; Fred Williamson &
Associates ("FW&A") at 10-12; Evans Telephone Company et. al. ("Small Rural ILECs") at 7-9; National
Telephone Cooperative Association ("NTCA") at 19-21; Public Service Commission of Wisconsin
("Wisconsin PSC") at 4-8. See a/so Public Utility Commission ofTexas ("Texas PUC") at 7, agreeing with
MAG that three disaggregation zones per wire center are preferable to the two zones suggested by the
Rural Task Force Recommendation.
5 The Commission should not act on the access reform issues raised by HCF III in this Joint Board
proceeding as AT&T requests at 6-7. As the Joint Board recognized, interstate access reform is under this
Commission's sole jurisdiction. The proper proceeding to decide about access reforms that must take place
before any universal service issue arises is the pending proceeding dealing with the MAG Plan for
comprehensive reform of access and related issues.
647 C.F.R. § 54.305.
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II. The Rural Task Force's recommendation to continue using embedded costs
to size the rural high-cost fund is overwhelmingly supported by commenters
and should be adopted

While there are differing views on the details, the overwhelming majority of

commenters agree with the Joint Board and endorse the Rural Task Force

Recommendation. A key component of the Recommendation is the rejection of forward-

looking proxy models for rural carriers, in favor ofan embedded cost methodology.

Parties endorsing the Recommendation therefore agree with the Associations'

demonstration that the Rural Task Force's conclusion in this regard was correct, and

numerous commenters specifically cite this aspect of the Recommendation.7 The

Wyoming Public Service Commission aptly noted the pro-consumer effects of the Rural

Task Force's endorsement ofan embedded cost mechanism:

One of the specific recommendations that the RTF made was to reject the
use of the Commission's forward-looking cost model for support for rural
carriers. Instead, a modified embedded cost system is recommended. This
recommendation was not made without careful study and reasoning.
Rather, the Recommendation is tied directly to the need for reasonable
and affordable rates. s

Agreement on the use of embedded costs is extensive. Even staunch proxy model

proponents do not object to the use of embedded costs under the Rural Task Force

Recommendation.9

7 lohn Staurulakis, Inc. ("lSI") at 2-3; National Exchange Carrier Association ("NECA") at 3-5; NTCA at
2; Small Rural LECs at 5-7; Telecom Consulting Associates ("TCA") at 5; Towns Telecommunications,
Inc. ("Towns") at I; Western Alliance at 4; Public Service Commission of the United States Virgin Islands
("Virgin Islands PSC") at 3-5; Wisconsin PSC at 3; Wyoming Public Service Commission ("Wyoming
PSC") at 3.
8 Wyoming PSC at 3 (emphasis in the original).
9 AT&T at 3; Sprint at 2.
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In contrast to the widespread support for the use ofembedded costs, only a

handful of commenters continue to endorse the use ofproxy models for rural carriers.10

These parties do so without supporting evidence, and in spite of the compelling record

established by the Rural Task Force. 1
I A few commenters also attempt to make the case

for a "unified" support methodology, pretending that there are no operational differences

between large carriers serving tens of millions of lines, and small carriers serving only a

few thousand (or fewer) lines under unique and difficult circumstances. 12 The data in the

record clearly does not support the use of proxy models, nor is there any indication that a

"unified" methodology might be desirable, let alone "sufficient" for rural carriers. 13

III. The caps on rural universal service support are inconsistent with the
Telecommunications Act's requirements for a predictable and sufficient fund
and should therefore be lifted immediately

Numerous parties agree with the Associations' position that the "interim" cap on

the rural high-cost fund is an increasingly serious impediment to achieving the goals of

10 Ad Hoc Telecommunications Users Committee ("Ad Hoc Users") at 3-11; California Public Utilities
Commission ("California PUC") at 3; Texas PUC at 2-3.
II See Rural Task Force White Paper #2, The Rural Difference (1/24/2000); White Paper #3, Alternative
Mechanisms/or Sizing a Universal Service Fund/or Rural Telephone Companies (10/3/2000); White
Paper #4, A Review 0/the FCC's Non-Rural Universal Service Fund Method and the Synthesis Model for
Rural Telephone Companies (9/28/2000), available at http://www.wutc.wa.gov/rtf.
12 Ad Hoc Users at 10-11, 13; Maine Public Utilities Commission and Vermont Public Service Board
("MaineNermont") at 3-4; Texas PUC at 3.
13 Two parties suggest the role of states have been under-emphasized in the Rural Task Force
Recommendation and that the federal-state relationship established for non-rural carriers should be
emulated (New York PSC at 3; Texas PUC at 3). However, in reply comments to the Joint Board in this
proceeding, the Associations demonstrated that the Rural Task Force correctly determined that the federal
state relationship established for non-rural carriers is inappropriate in this proceeding due to the need for
the primacy of the federal component of universal service in the case of rural carriers (Associations' Reply
Comments, filed Nov. 30,2000 at 9-11). See also TCA at 5: "[T]he FCC's universal service mechanism
for non-rural carriers would severely harm the ability of rural carriers to continue the provision of universal
service. Any type of statewide averaging of costs such as done for non-rural carriers would have
devastating impacts on the advancement of universal service in rural company areas, and should be
avoided at all costs." See also Wyoming PSC at 4-5.
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the Telecommunications Act of 1996 (" 1996 Act"), and should therefore be removed. 14

Arbitrary limits on the universal service support available to all carriers results in

restriction of support for the neediest areas. Caps increase regulatory uncertainty and act

as a disincentive to infrastructure investment for incumbent and competitive carriers

alike, because increased support for any carrier decreases the support available for other

carriers. Eliminating these caps will provide carriers with the regulatory certainty

conducive to investments that will improve basic services and accommodate the delivery

of advanced services in rural high-cost areas.15

Accordingly, the Commission should adopt the MAG Plan recommendation to

immediately remove the cap on high-cost loop support and the corporate operations

expense limitation. A few commenters incorrectly allege that there is "no evidence" that

current support is insufficient. 16 However, several commenters point to just such

evidence. 17 Figures provided by NECA display how caps now restrict the fund to a level

that is nearly one-fifth lower than the Commission's rules determine is required to meet

the needs of consumers served by small carriers in rural America:

In the year 2001, seven years after the "interim" cap was imposed,
payment shortfalls are expected to total nearly $198 million, almost 18%
of total fund payments. In all, payment shortfalls caused by the interim
cap since 1994 have totaled over $483 million, including nearly $133

14 ALECA at 2; FW&A at 10-11; GVNW at 3; Innovative Telephone at v-vi; Interstate Telecom Group at
6-7; JSI at 6-9; NECA at 5-7; NTCA at 3-4; TCA at 5-6; Western Alliance at 10; Wisconsin PSC at 6-7.
15 Although advanced services are not among those supported by universal service - and the Rural Task
Force Recommendation does not suggest otherwise - small carriers are hampered in all oftheir efforts to
provide quality, modem services by the shortfall of funds brought about by the cap. Since small carriers
must make up the fund's insufficient support of covered services with their own limited financial resources,
there is that much less capital for them to use for other offerings, most notably those encouraged by Section
706 of the Communications Act of 1934, as amended ("the Act"), 47 U.S.C. § 706.
16 Ad Hoc Users at 16; California PUC at 7; MaineNermont at 8-9; New York PSC at 4; Texas PUC at 3;
WorldCom at 2. MaineNermont simply repeats figures effectively refuted by the Associations Reply
Comments to the Joint Board ("Associations' Reply Comments" at 8-9).
17 NECA at 5-6; Rural Utilities Service at 1-5; Virgin Islands PSC at 3-4; Wyoming PSC at 2-6.
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million in year 2000 payments. These continuing shortfalls are
inconsistent with the requirements ofthe Telecommunications Act for
"specific, predicable and sufficient" universal service funding. 18

In light of this compelling evidence, the MAG proposal to eliminate the high-cost cap and

corporate operations expense limitation should be adopted.

IV. The Commission should repeal Section 54.305 of the rules, which inhibits
infrastructure investment in acquired high-cost rural exchanges and is
contrary to the universal service principles of the 1996 Act

The Associations agree with the Rural Task Force that:

[C]ustomers in high cost rural exchanges involved in sale/transfer
transactions should not be "doomed" to poor service because they live in
exchanges that have been involved in sale/transfer transactions where the
previous owner had limited access to universal service support funds. 19

While many commenters are accepting of the Rural Task Force's proposed "safety valve

mechanism" that attempts to remedy this problem, these same commenters, like the

Associations, also believe that the Commission should go further by completely repealing

the "parent trap" rule. 20 This rule unfairly limits a carrier's support for acquired

exchanges to the amount of support previously received by the seller. Thus, because

most high-cost rural exchanges being sold by large, "non-rural" companies receive

minimal, if any, explicit universal support,21 the rural companies purchasing these

18 NECA at 6 (citing Federal-State Joint Board on Universal Service: Promoting Deployment and
Subscribership in Unserved and Underserved Areas, Including Tribal and Insular Areas, CC Docket No.
96-45, Further Notice of Proposed Rulemaking, 14 FCC Red 21177 (1999), Joint Comments ofNECA and
USTA (Dec. 17, 1999)).
19 Federal-State Joint Board on Universal Service, Rural Task Force Recommendation to the Federal-State
Joint Board on Universal Service, CC Docket No. 96-45, (reI. Sept. 29, 2000) at 29.
20 See GVNW Consulting, Inc. at 1, Western Alliance at 5, TCA, Inc. at 11-12, Innovative Telephone at 24,
Interstate Telecom Group at 9, Wisconsin PSC at 4-6, NTCA at 4-9. Elimination of Section 54.305 is also
advocated in the MAG Plan which, in tum, was supported by a significant number of commenters (see n. 4,
supra).
21 Presently, non-rural company study areas in only nine states and Puerto Rico receive any explicit high
cost universal service support. Absent interim hold-harmless support, that number would drop to seven
states. See Common Carrier Bureau Releases Estimated State-By-State High-Cost Universal Service
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exchanges are also unable to receive the necessary support needed to invest and improve

service to these customers. A couple of commenters astutely point out that the exchanges

being sold by the large companies have always received support, albeit implicitly through

the average cost structure of their local rates. 22 Yet, even with this implicit support, these

carriers have found it untenable to invest in their high-cost exchanges and have decided

that it is in the best interest of their shareholders to sell them. What incentive, then, do

rural carriers--with no large, low-cost metropolitan areas that can significantly offset their

high-cost regions--have to purchase and invest in these exchanges when the per-line

support is clearly inadequate to make the needed upgrades?

A few commenters supporting the continuation of the "parent trap" rule assert that

its elimination would incent carriers to "game" the universal service system and

encourage carriers to buy rural exchanges at a premium.23 However, these commenters

offer absolutely no evidence for their assertions. In any event, transfers of exchanges are

subject to state regulatory review.

Most importantly, repeal of the "parent trap" rule is consistent with the universal

service principles espoused in Section 254 of the Act. Section 254(b)(3) states, in part,

that consumers in rural and high-cost areas should have access to telecommunications and

information services that are reasonably comparable to those provided in urban areas and

at reasonably comparable rates. Section 54.305, however, inhibits infrastructure

investment in acquired rural exchanges. As CenturyTel states, "without such

investments, service to rural areas will not remain 'reasonably comparable' to those

Support Amountsfor Non-Rural Carriers/or 2001, Public Notice, CC Docket No. 96-45, DA 00-2746,
(reI. Dec. 8, 2000).
22 NTCA at 7-8, Wisconsin PSC at 4.
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available in urban areas. Moreover, even when such investment takes place, rural and

urban areas cannot remain 'reasonably comparable' without universal service

mechanisms to support it. ,,24

The Associations fully agree with the Public Service Commission of Wisconsin

when it states that "customers in these rural territories should not be abandoned to inferior

service because a different company previously served their territory....As the rule

stands, it creates a group of telecommunications second-class citizens.,,25 The

Associations therefore urge the Commission to repeal Section 54.305 of the rules and

permit rural carriers to recalculate their per-line support based on the average cost of all

their lines. This will encourage carriers to make the necessary upgrades and repairs for

the provision of quality voice grade service and broadband capability in the newly

acquired exchanges.

V. Conclusion

The Associations are generally supportive of the Rural Task Force

Recommendation and believe that, overall, it serves as a good foundation for

implementing a rural universal service system. However, the Associations believe that

the MAG Plan, which integrates access charge reform and incentive regulation with

universal service reform, is a more comprehensive and desirable approach to

accomplishing the 1996 Act's goals. Therefore, the Associations recommend that in

those specific instances where the Rural Task Force Recommendation departs from the

23 See Ad Hoc Users at 18, Competitive Universal Service Coalition at 3-4, California PUC at 13.
24 CenturyTel at 5.
25 Wisconsin PSC at 5-6.
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MAG Plan - such as the imposition of any cap on the high cost fund and the "parent trap"

rule - the Commission should adopt the MAG Plan proposals in their place.

Respectfully submitted,

NATIONAL RURAL TELECOM ASSOCIATION
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